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Preface'

.The following report is certain to evoke controversy.' Some will' ike

the findings. Others will quarrel with the methodology. Still othe will

argue that higher education should not concern itself with"the equitylo

monetary benefits flow. We believe .the value to policymakers of this analysis

far,diltweighs such disagreements.

The fact that families with annual incomes-from-M-000 - $15,000 subsidize

higher.eduotr/for those atipy and those below may be perceived as irrelevant

orfrunimportvt. We.do riot agree..74We believe.that the net benefits flow should

e at-least4S1dge for low income groups as for.high income groups. In light'

of the tax-structure,-thts definition of equity.suigestS that direct-institutional

subsidies be reduced and need based student aid increased. While we believe there

should be continued instt0t4a1 subg4dies to provide support for.-publid higher
41.

education, reductton'of the tubsidy leve) is necessary over time if current

inequAiare to. be addressed. This movement isindicated by analyzing

par4Fipation rates in the collegiate sector, which clearly show lower income
4

V

students 'are underrepresented in the aggregate in spite of the fact that they

ber a disproportionately heavy effective tax burden.

The inequities are compounded by the fact that lower income students are

/
g

.
enrolled disproportionately in institutions which receive less per student

,

., ......--

. .

support ftom the state. Therefore, these lower income students receive less

.

.

net benefits from- the state even when they do participate in 'the system. This

differentfallas'beenAustified:by the'need.to spend different sums to support
-

institutions with different missions. However, "we` would-argue that for basic

'instructional sertfices such differentiation instate institutional tubsidy is

et



inequitable. A more appropriate strategy would be to charge additional tuition

idt4iibtiondwhich have real or perceived quality advantages and to provide

.

"aid. for tOsewho-are academicMly aTified but lack the financial means to

attend these institutions.

: Those who will-disagree withithe analytical techniques used in this report

have a legitimate concern in that the analysis is not longitudinal. However,
,

no one, has been able to provide a good assessment of the longitudinal personal

or societal benefits of a college'degree since fts worth will vary with factors,

such as the state of-the economy. While we would agree that a longitudinal

assessment would be helpful, we believe that a one-year assessment provides tn

appropriate framework for debate of the equity issue.

We have made every 4effoi-t to eliminate technical errors that existed in

previous net benefit Analyses. We have related tax rates to the proportion

4'4

of the state's budget going to support higher education. We have included

Federal student aid progiams, to the degree possible given available data, to

better understand the state system. We have also attempted to portray the

impact a change in the New Jersey tax collection system would have on cost/

benefit relationships n higher education. While acknowledging that the data

are ndt perfect, we believe the trends that emerge are correct.

`Finally, we believe higher education must be concerned with the flow

of monetary net benefits. Institutions in New Jersey have taken formal positions

endorsing a state income tax on the ground that the current tax system not only

provides inadequate resources to the state and is inelastic, but also because

the system is regressive. We applaud this initiative. Concurrently, we

believe the academic community must examine the equity of monetary net benefits

resulting from the current
3
al, location Pattern of state resources to higher

education. It is true that utilization of an equity standard may indicate the

0

'iv

11 ell. l



need to adjust allocation patterns with the result that some institutions 411J

receive smaller direct instituponpl subsidies. However difficult, it is

imperative that the higher education community examine this issue with the

same analytical and objective talents that are applied to classroom discussions.

If it is legitimate to raisecosi4rns about the inequities which are present in

other social programs, it ii/tnolintellectually def sible to erect *Hers to

analyzing the equity issue as it applies to higher eduCation.

,

The following analysis is not the final answer. In the end, value
. (-4

A

judgments Musi be made about the relative impo an of equittand about the
, .

, .

SOlitions that should be adopted to alleviate obvious inequities. This report

should help by illuminating problems with th current financing' system and by

providing a foundation for appropriate issue-oriented debate.

4

Andrew Luptop

Executive Director

V
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INTRODUCTION AND 'PURPOSE

The appropriation of public funds in supportof any individuatkindustrY

or social service produces a redistribution of real income. The nature of the

income redistribution,effects resulting from state support of higher education

constitutes the main subject of this paper. Public monies expended by New Jersey

through the Department of Higher Education are analyzed by comparing'the benefits
mi

received'and costs incurred by various income groups. A deterniination is then

made of the extent to which the current financing system 'transfers income-from

one group to another. Componentsqf the financing/system are, considered

individually to ascertain-the4r on the,f 1 results.

Three policy opestions of conside'rab SIgnificance rest on the findings of

this type of analysis.

- Who benefits from, and who pays for, higher education?

(This question was specifically state in the charge given to this

(

4.

Commission 7m the Board of.Higher ducatiq .),

- Is the redistribution of income between' iv ng groups and families in

accord with the goals set forth in the New Jersey Master Plan?

- How can these Stated public policy goals be better attained thr6ugh changes

in existing financing strategies?

The distribution of higher education costs and benefits has been the

subject of several earlier studies. /Peter Maohlus, Douglas Windham, Purton

W isbrod and W. Lee Hansen have pr ided useful frameworks for such an anilysii

through their work in New York, Florida and California respectively. All monetary

benefits accruing from the system under review and the costs associated with

these subsidies are assigned to segments of the population according to income

level criteria. The amount of publib subsidies received by each income group

through its students and the taxes paid by'familliei id each category in support

of 'higher education are then estimated and coniOared.

le
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These studies cabnot be applied directly to the New Jersey system for,.

several-reasons. They all dealt with tuition free public syktems and did not

account for the impact of, state and federal student aid programs. New Jersey

does not completly'subsidize any collegiate_Sector_and consequently its

student aid programs play an important role in the financing strategy:z

hey also did not attempt to evaluate the impact of changes in the financing

scheme. As a policy ending body, the New Jersey Commission
\
on

c.6-

fFinancing Post-Secondary Education needed the capability to analyze

alternative financing strategies. .Th 'sting analYtical framewbrk, therefore A
-\

'sad to be expanded to accurately represent the current New Jersey l'ystem and
1

allow for the needed flexibility to consider alterations in funding approaches.

r"---r-rorder for this analysis to be pertinent to New Jersey? three types

of public st sidies to higher education are examined in the following pages.1

.1. S to monies appropriated to all colleges and universities, excluLding

,:th College of Medicine and Dentistry, adjusted to reflect only

undergraduate enrollments in New Jersey;

2. Nev Jersey expenditures, allocated to higher education students through

13

programs of fininciali62 and

student aid funds disbursed td New Jersey higher educationFederal

students.

1
All public subsidy amounts are derived from appropriations for FY 1976.

2
Sate financial aid recipients attending institutions outside of New Jersey

',are not considered. Data concefnimg that student population are at present
insufficient to analyze this inforMation. Independent, students receiving
financial aid are alto not included-because information shout their annual
incomes was unavailahle.

11'
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The analysis of these three types Of subsidies focuses on taxpayer equity,-

a comparison between/the monetary benefits received and taxes paid by a given

income group. 'The'equitable treatment of taxpayers is at the core of attempts

to design an efficient and fair means of financing post-secondary education,
I

v,'

Given the social significance attached to higher...education at present, members

of an income group might well expect to receive subsidies commensurate. with,ttie
4

proportion of taxes paid by that group".

. ,,
Public support for higher education, however, has been affirmed several

. -

prime objectiVes which impact on the equitable treatment of taxpayers. Access

to.higher educativon for a much larger segment of the populace\and equal educational

opportunity among ftsditizeds have stimulated a broad range Ocf gOvernmental

support. These objectives have, led tq a concerted effort to Omove financial

barriers whieh.have traditionally ,kept certain group$ in societ! from icipating

4

in the system. Int.this study, taxpayer equity is defined- as.tlyk distribution

of higher education costs on the basis of agility to pay and ComMensurate-with

the distribution of higher education subsidies. Several of the major study'

findings are summarized below:

- The net resu(lt of state support tO,higher education at the present time'

is '6iredistribute/income to faMiliesl with incomes below $5,000 and above
.

$15,000 at the expense of thbst earning between $5,000 and $15,000.

- Current inequities,'as desCribed by the redistribution of income, are

further aggravated by any increase in the proportion of state finds ..

./
e

appropriated to institutions rather than siudenti. -

. - .

( - .--, 7, <--

- Any rise in the proportion of state higher education fun's locareCO
. ,

.. -

to student financial aid and Oftributel according to-c ent procedures

.,_.parases the distribution of net state subsidies t more progres$iver.

'- A major cerise of presentesent inequities is the current timethod.for raising .
.

..

0 .
i

,. revenues in New Jersey, mainly a regres ve,tax structure -
, ., I. .

,

- ,

---'

,

1
,

Il 1

4.

. .

-

4
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isreceized by those withiincomes in excess of $25;000.

- Inlight of th ax Structure, the' .lerge%t per family net state subsidy

0

J
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WHO BENEFITS?

Benefits are defined as any public monies distributed to either a New

Jersey institution of post-secondary education or a w Jersey student enrolled

in post-secondary education.

These benefits are all considered tobe financial in nature and shortrun
A

in ouration. All figure reported as benefits received are defived from funds

appronriated by the 'Jew Jersey or the finited St4tes Legislature for FY 1976. A

more complete determination of the benefits received by un rpraduate, students

could he obtained by expanding th? time frame to four or five -years at a minimum.
*

Ini7t
Howe4er, rates of attrition and transfer would be reouired to implement such a

study and the necessary data are not availahle at this time.
41 a,

The monetary benefits received from public support'for higher etucatlion are

assumed to be exhausted within oRe year. While it is obvious that4lifetime

earning differentials and intergenerational transfers are enefits of higher

education with time frames far in e ess of any single year, measurement of

these longlrun-benefits is extremely difficult and controversial, and probably

more'ppropriately determined at the national level. Furthermore, such a tt4y

would have to be based on a discounted cash flow analysis'of the short-term benefits.

Subsidies are made available to students in higher education via two

' delivery pechanisms--direct support to institutiois and student financial aid.

InStitutional aid consists of any funds flowint from public coffers to institu-

tions of higher education, less any tuition revenues not.retained by the school.

The state colleges are the only schools whre the actual appropriation is not

adjusted for estimated tuition receiptt. New Jers relies very heavily on

institutional aid to support not- secondary cation with roughly 90% of the

/14
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higher education appropriation in FY 1976 taking the form of institutional subsidy.3,

Federal institutional aid programs are not analyzed in this paper for

two,reasons. The number of agencies administering such programs is so nume)mics

that our ability to collect the necessary data was severely handicapped. Second,

the Federal government in recent years has been shifting a larger share of its

support for post-secondary education into student aid.programs..

State Programs

Institutional Aid. Since institutional aid benefits accrue to the student

indirectly through the institution, it is reasonable to assume that all students

within the recipient institution benefit equally from the subsidy. In reality,

it is clear that all students do not benefit equally from institutional aid,

Undergraduates enrolled in high cost programs pay the same ttition as those in

lower cost ones while consuming a larger share of the resources. It has yet to

be established, however, that themix by program cost differs substantially
V

'across income groups. In fact, the unit costs of major programs of study has

never_been specified in New Jersey.

For these reasons, benefits from institutional aid are derived frpm the

sector appropriation and applied to all students within those institiitions.

Table 1-computes average per student subsidies in accordance with the assumptions

and mepOdology set forth above.4 All Apropriations are adjusted by the 411

percentage of graduate students enrolled to reflect only undergraduate support.

,

""
3
Source: State ofigew Jersey Budget Fiscal 1976-77, Department of Higher

education data, February 3, 1976. a

4 1Foethe purposes of this study, NJIT is includedwin the state college sector.
The eajority of state student financial aid funds could not be'broken out for this

institution. Although the inclusion of NJIT with the state colleges does not

substantially alter the results for the sector as a whole, any special characteristics

of NJIT which contrast with those of the other state colleges aie concealed.

15.
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All per student figures represents full -time equivalencies (FTE).5

As Table 1 illustrates, New Jersey's support level for its institutions
P

varies substantially in the aggregate and on a per student basis across institu-

tionaliectors. -The allocation, of benefits among income groups within any given

sector is a function of the appropriation and composition'Of the student body

as defined by the incomes of.their femilies. Table 2 lists the percentage of

students ion each sector from.families earning various annual incomes.

Table 1

The Distribution of State Institutional Aid for
Undergraduates by Sector and Student '

Sector

FY 76

Appropriation*
Undergraduate

FTE**

Subsidy
Per Student

Community Colleges $ 31,59 0 57,653 $ 548

State Colleges 78,422,000 57,919. 1,354

Rutgers 64,362,000 28,416 2,265

Independ 4,955,00G 37,826 131 .
'1

TOTAL '$179,334,000 181,814 $ 986

*Source: State of New Jersey Budget Fiscal 1976-77,, Department of Higher
Education data, February.3, 1976.

**Source: U.S. HEGIS Form #2300-2..3, "Opening ,Fall Enrollment", December, 1975.

I

5
The United States'Officeirof Education methodology is employed to determine LIT

figures. The sum of the full -time students and one-third ofthe part-time
students yields a full-time equivajent student figure.

dr.
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Table 2

Income Distributions-1i; Families with Students in New rsey
Colleges and Universities by Sector

Colleges
State

Colleges Rutgers Independents

8.5% 4.4% - 3.5% 3.2%

4.4 4.3 3.2 3.7

8.0 6.2 5,9 4.7
11.4 11.6 8:8 7.6
27.2 . 28.7 26.2 20.6

30.6 33.8 37.4 32.6

9.9 11.0 15.0 - 27..6

amily Community
Income .

$0-2,999

$3,000-4,999
$5,000-7,499
$7,500 -9,999

.....,$10,000-14,999

$15,000-24,999
$25,000 and Over

Source: "An Analysis of the, Family Incomes of Full-Time Collegiate Students in
New Jersey", Commission on Financing Post - Secondary ucation, Princeton,

New Jersey, September 1975.

The brefits'accruing to each income group from state institutional aid

can now be determined by combining the sector appropriation w Wthe income

distribution of those families with students enrolled. For e ample, if .5%

of the community college student body is comprised of studentl from families

earning less than $3,000, this income group receives the bene4t of 8.5% of

the state aid disbursed to community colleges,.
Vag

4

The allocation of all state institutional aid by the fam ly income.distribu-

tion of stgotents is shown in Table 3. The final column in this table

displays the income distribution of ail.New Jersey residents compile

United States Census in 1970. TheselfigureS are essential for the evaluation

of the percentage of total institutional aid benefits listed for each income

group. They include bothfamilies with and Without children in college

and represeht the most.up-to-date and reliable income information available

for the New Jersey p6Oulation.

It )4 clear from comparing the percentage of total benefits received by an

income croup .t0 thepertentage_of New Jersey families,m1thin the group that the

'four lowest i gromps, those earning lessthan $10.000, are receiving.a smaller

1- *
,k
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share of the total state instttut4onarbinefits than their ,proportion of the

state's -population. In contrast, the three highest income groups reap a

larger proportion of,the institutional subsidies as compared to their percentage

dr of the population: These results are consistent with and can he explained

by consulting the educational representation indices constructed)in "An Analysis

of the Family Incomes of Full-Time Collegiate Students in New Jersey" and

reproduced in the appendix, Table A. In summary, these indices detgrmined the

extent to which the lower income groups were underrepresented and higher income

groups overrepresented in the New Jersey higher1education system. Since the

distribution of institutional subsidies is dependent on student participation

rates in the system, the differences between the percentages referred to above,

are expected.
. -

Table 3 als6 displays institutional benefits per student by dividing the

institutional subsidies which accrued to each income group by the full-time

't

equivalent students enrolled from that group. The average public subsidy

received by a student increases with the 'annual family income until $15,000

and then falls off dramatically for incomes over $25,000. Again, the Commission's

ear'ier Oblication on the family income distributions of students cited above

provides evidence for this result. The indices of income group representation

displayed in appendfx.Table B show that students from families with incomes

'between $0-12,000 are concentrated most heavily in the community college sector.,

the public sector with the lowest state support level. Middle income students,

defined as those from families earning between $12;000-21,00, appear iTsreatest

relative magnitudes in the state colleg6 and Rutgers,the'two mostikighly

subsidized sectors. Students in the over $25,00d income group show the lowest

average per student institutional benefit ($855), because of their hilh propepsity

to attend the independent and least subsidized sector.
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In summary, benefits from institution61 aid are distributed through /the
are

participation of students4n a Oven'sector from familieS within specific income

brackets. As a,result, groups that have teaditionally been underrepresente'd

z/ 1 ---

in higher ethic on, mainly ne lower income groups, receive a dispropOrtionately
.,

,

-,---
small share of the state support allocated to instjtutions in New Jersey.,

, Student Aid. Sttdent aid benefits consis any public monies disbursed

directly to New Jersey students in post- secondary education for the express

purpose of assisting them to meet the financial cost of their education. These

programs transfer funds from a government agency to an'el,igibile student. Ast6dent? Od

i 1. f

is considered eligible throUgh participation in higher education and demonstration

,,f financial need and/or merit as defined by the individual program. The latter

eligibility requirements clearly et student aid apart from institutN ai aid.

In addition, since student a".11.pIogramt target their resources to specific groups
.

of students, the Wistribut on:Ofthese benefits is cpptingent upon the recipients,

%I 7.

the award amounts given to. them and the income level of their families.
I 0 2'

Table 4 displays the distribution ofetate student aid benefits. *These

state student aid benefits include monies disbu.rsedthrough the State Scholarship

and Incentive Programs,, C6Unty College Graduate Scholarships, Tuition Assistance

Grants and the!Educational Opportunity Fund. (Appendix Table -C dfipiays these'
ve.

state student aid programs indtvitually.)

The nature and allocation guidelines of student financial aid become clear

when the distribution of their benefits is examined. The benefits per student

decline4harply as family income rises, which implies a relationship between receipt

of aid and ability tonapr In addition, the percentage of student aid benefits
i V

received by the lower three income groups is shown to be higher than their propor-

tion of the New Jersey population as described in the final two columns of Table

4. Whereas large portion of'istitutional aid benefits accrued to those in

_higher in brackets, state' student financial, aid tends to counteract the

20
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13 ),

distributional effects of institutional aid.

Table 5 aggregates all state benefits disbursed through programs of

institutional and student aid. The impact of state student aid on the distribution

of all state aid benefits is limite9ecause state subsidies to institutions out-

number those to students by approximately 9 to 1. Since student financial Aid

orograms concentrate the Majority oftbeir resources in the lower income categories,

this-is precisely where their effect is greatest. The beneillts per student

'-column Of Table 5 shows that the receipt of student aid causes a substantial

in9reas_e i n state benefitt received by lower income students.
1,

Federal Programs

Information regarding Federal programs was, once again, not easily accessible.

Analysis was therefore limited to several major eitlehal programs although many

more are known,to exist. The inclusion of just these feW serves a variety of

purposes. The' amount of money allocated by these Federal programs is substantial

and may grow over the next several years. The impact of these programs is,

therefore, recognized by state,policymakers and considered in the &sign of )(

state student aid programs. ,Finally, the distributionof these Federal costs

and benefits provide New Jersey with some basis for comparison.

Table 6 aggregatet student aid benefits from three major federal programs
:,

the Basic Educational Opportunity Grants, Supplemental Educational Opportunity

Grants and College Work-Study Programs. (Appendix fable
t

D'displays the

Federal student aid programs individually.)
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Table 6

The Distritution of Federal Student Aid Behefits to New Jers

FamiliIncome ' Benefits %-of Total Benefits

$0-2,999 $ 5,575,000

$3,000-4,999 3,773,000

$5,000-7,499 4,436,000
$7,500-9,999 3,656,000

010,000-14,999 3,777,000

N.$15,000-24,999 1,799,000
$25,000 and Over 0

TOTAL $23,916,00Q

2412%
16.4

19.3
15.9

16.4

7.8
.0.0

Source: Federal benefits total derived from DHE data listing BEOG, SEOG and
CWSP allocations to New Jersey institutions. Distribution. by income group

based on national distributions. A complete list of sources i$ listed in
appendix Table 0,

i0

In comparing the befitdistributions of Federal and state student id ft should

be noted that the Federal programs appear to target more.ailto the lower -

income groups as indicated by the percentage of total, aid each receives. The

State Scholarship Program accounts for a part of this di.screpancy; since, it is the

only student aid program of those analyzed with a merit requirement and not 4#

based solely on need.

24
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.14%

WHO PAYS?

Costs are defined in this paper as any taxes paid in support of the state

and Federal aid programs considesed in the previous section.

It is obviods to all taxpaying citizens that these taxes are based on two

'separate taf structures. State revenues allocated to institutional and student

aid are raised from takes imposed by New Jersey.' .Federal programs are supported

by revenues generated from United States takes. (This dichotomy does;not hold

for Federal-state matching programs. For such programs theamount of benefits,

disbursed has been reduced to reflect'only the Federal contribution.)

Identifying the specific taxes from which educational revenues are generated

is extremely difficult. It is.clear, however, that a majority of state benefits

are supported by general taxes, excluding revenues from the state lottery which

comprise a small percentage of the higher education budget. State resources

budgeted to higher education are assumed to have been raised from taxes other

.than corporate or business taxes. Those who ultimately pay business

and corporate taxes have never been satisfactorily designated; it 4s therefore

difficult to allocate these costs to income groups-. .0n the other hand, revenues

'raised throufl sales,,,fuel, cigarette and moto vehicle taxes accounted for

over 70% of the receipts from major taxes in fiscal year 1975-76.6

Table-7 shows the proportion of total state taxes paid and the effective

rate of taxation borne by each income group. The effective rate of taxation

is defined as the percentage of a family's annual income that wi,J1, on average,

_find its way to the state treasury.

6Source: State of New Jersey Budget Fi'scal 1975-76.

-
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family I come,

$0-2,9!9
$3,1000 4;999

$5,040-7,499
.$7 00-9,999
40,000-14,999
$45,000-24,99
25,000 ang, Over

TOTAL

17

b 7

New Jer i.TaX

41

EfIective Rate of Total Taxes Paid

4.9%
/f/'

1.1%

5.6°

5.1, 11.03
Nak

4

.8,

4.

216

Source,: New Jersey Tax Pol cy Committee, .1572

ihe etfective rates Mr ew Jersey portray a'regressive tax system for

trico es over $3,000. An e pecially,advantageous'position is held, by those

2.1

2608

t A

earning in excess,of $25,000 a year. The proportion of taxes/.,'aid by an

income group is, rerated to the effectiVe rate through fhnumber'of families'

and their median income. Although New Jersey's tax structUre it clearly'

regressive, the)percentaga.of state taxes paid by each income group, taken' alone, -

does got appear to substantiate tha fact.

,The proportion of, taxes pai

0
of panic programs among the va

4 ,

income'group is generating Li%

bein. used A suPport'the state

extremely useful in distributing th costs

ou income groups. For instance, if the lowest'

f the state tax revenues and these taxeS are

efitt dis/cussed earlier, this group is

fhen,bearing :(.1% of the costs f these programs. The distribution of costs of

A P lr
any state expen4pitures suppo ing post-secondary education to income groups is,

therefore,, assumed to vita the percentage of taxes paid by a given group

f state benpfits being.,consid ered.Multiplited uy the amount

As in.the state tem, determining Ihe effective rates and ev ntual use

of Fedetal-tax revenu
g

Federal subsidies t

*

s vs a complex process: 'Os assumed her in that

tudentaid programshave been raised f Fede personaif

2 6 r



I income tax receipts. The information displayed in Table 8 is related to

the Federal'income tax.

Table 8

Federal Tax Burden

Family Inc6me Effective Rate % of Totartiaxes Paid

$0-2,999 3.6% .1%

$3,000-4,999 1.2

$5,000-7,499 12.1 4.3

$7,500-9,999 12.4 5,9,s

$10,000-14,999 14.6 I 18.3,

$15,000-24,999 17.4 29.8

$25,000 and Over gt.4 40.2

Source: Statistics of Income, 1972, Department of the Treas y,

IRS, Publication 79, January, 1975.
New Jersey Tax Policy Committee, 1972.

The p gressive natu

16

re' df t Federal income tax is well known and

clearly vi ible from the effective tax rates 104sted im Table 8. In addition,

when the

is compa

t State P

ercentage o

d, the

1

total stat and Feder r1 taxes paid by each income group

'b.-progresSivity is evealed.

IP

o alfAid. ;Table 9 displays 'the distribution of the costs associated

with state 1,1Ograls of institutional aid./ T

costs of any public expenditures in supp
I

function of the total benefits disburse

The total benefits are, therefore, lis

to clearly illustrate methodology. Th

Ulm equal the lercentageof total

for-cTiFification purposes.

the average amount families in each

to institutions. Alth6u9A this

iterate, the distribution of the

ost-secondary education is a

the percentage of taxes paid.
,

Osve the disaggregated cost figures

entage of total -costs must by defini-

te 6xes-paid and its inclusion is

costs per family in TablN represent .

nCOme group pay in support of state subsidies

per family increases with income untiT
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p

$25,000, it should be apparent that ttlese costs decline as a percentage of

income, particularly for income3 in excess of $7,500. The regressivity of the

tax structure is obviously the reason and will ensure the same outcome for the

distribution of state student aid costs.

Student Aid. The costs of state student aid programs are allocated to

income groups in Table 10. The-relative proportion of costs borne by each

family income group for student aid is identical to those presented for institutional

aid because the source of revenues to support both is the New Jersey tax system.

The absolute dollar costs of student aid are less than the costs associated with

institutional aid simply because the- amount -of state resources applied to each

is so different,

In Table 11 all costs associated with student aid and institutional

subsidy programs are aggregated and allocated via the tax structure to all income

groups. The costs per amily
l

listed in the final column of Table 11 can be

(
considered the avers amoun\of money paid annually by ,every family in New
v. *

Jersey to finance the state programs considered in this paper.
' ,

,

. ,

FederdWroigrams
di,

A. 4.. 7

I

The costs of the three Federal ai programs analyzed in this paper are

distributed in Table 12. The effect f a progressive tax sgstem'is seen clearly I

1

/ ,

from t*.percentage of Federal taxes borne by each group: its
_. ;

impact on the / ,1,

. .;e -------.

allocation of costs is immediate.

iJ
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f
INCOME REDISTRIBUTION

Net benefits are defined as the difference between the benefits received

NE.

and the taxes incurred by any income group or famil

Net benefits from public, support of higher education are determined by

comparing the distributicM of costs and benefits as a result of similar programs.

Great care-has been taken in this'paper to specify both cost and benefits

distribution as completely and clearly as possible. The determination of net
1

benefits simply involves/a set.gf subtractions of the appropriate costs from the__--,

corresponding benefits. l'For state expenditures, these computations can be both

income and sector speciic, while for,;the Federal student aid programs analysis

was limited to income groups.

State Programs

.

Ins4itutional Aid. The distribution of net instititutional bengfit4o4ore

Table 13 illustrates the.nature and degree to whiCh all on of New Jersey monies

to institutions redistributes real income.. The t6iaj,-net institutional aid .

_--

benefiti shown in Table ecrease .adilY with fftily income up to the

.$7,51:10-10,00 oup.! IlTi-s4roup also exhibits the largest net outflow in

e dolTars, $12,105400. Thereafter net benefits increase rapidly to
,

hest value of $13,800,000,<Oich 'is received by.families,with iQcomes
j A

between $15:000 and $25,000. In shorl, income is rediStribtited from those groups

between $5,000 and $15,000 to 11 other income groups in New Jersey.

3. The net impact of statl dies to'institutions on the average family

with-in each group is shown the last column of Table T3. These dollar
-----;-----

amounts measure the net effect,of institutional aid programs.across all economic

,units; inctudfng families with and wi,thbut children in.college. Net benefit

per famfTy portray a slightlydifferent.picture than did the net tail dollar

. .

benefits": Again', the $7,500'..10,090 group'recei' ves the largtst negative net

Artl
24 '
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subsidy: Hwever, the largest positive net subsidy per family, $57.70, accrues

to individual families in the highest income category.

The distribution of net benefits is .a comparison of the benefit and cost

dollars computed, earlier. These dollar amounts referred to a common pool of

funds in which the costs represent the source aid the benefits represent the recipient.

A discussion of net benefits can, therefore, focus on the factors influencing

these cost. and ne t distributions without involving the absolute amounts.

This, simplification enhances the interpretation and explanation of the total net

institutional aid benefits displayed in Table 13.

The primary factor affecting the distribution of institutional aid benefits

is the rate at which students from dtfferent incomeIgrOups participate in each

sector of higher.educatibn. The state tax structure, at described by the

,percentage of total taxi borne by each income group, determined the distribution

of institutionah aid costs. These two distributions are compared in Table 14;

they were initially displayed in this report,in Table 2 and Table 8. The
f),

difference between tide percentage of benefi received and the percentageNof

taxes paid is 'defined as marginal net benefi

.Table 14

Marginal Net Benefits From Institutional Aid by Sector

Family Income Community Colleges, State Colleges litgers Independents

$0-g,999 ' 7.4%
s

A , . 3.3%

$3,000-4,999 ' 1.4 3..."":1.3

$5,000-7,499 -3.3 .15.1

$7,500-9,999 -95.8 -5.6

$10,000-14,999 -4.9 .-3.4

($19',000-24,999 N 2.6.
7.0

1.0;b08-apd .4ver . ...-..

a

2.4%
.2

1 -5.4

. -8.4
-5.9
40.1
6.6

2.1%
.7

-6.6

f. -9.6

X -11.5
- 5.8*

19.2

The numbers listed in Table 14 are designated as marginal because they

. Specify the vet impact of one monetary unit .(i.e. dollar) of public subsidy to
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any given sector. For example, one public dollar appropriated to the community,

college sector will yield net benefits of 7.4t.to the lowest income group,

1.4t to the next highest group, -3.3t to the $5,000-7,500 income group and so

on down that dolum.

It is important to note that this sort of analysis assumes stable participation

rates. Additional subsidy dollars allocated to institutions could cause a shift

in enrollment
%
patterns due to either improved quality or lower tuition. This

issue can only be addressed by incorporating tuition elasticities which at this

time are not known for New Jersey.
7

Furthermore, this analysis is negated only_

if increased subsidies _cause a shift in the percentage distribution of students

from Various family income levels. There is no evidehce at this point that any

modest increase in public subsidies would affect, changes of such magnitude that

we need to be concehned.

Tables 13 and 14 vividly portray the fate of families earning between

$5,000 and $15,000. It is clear that their participation rate in anysector never

exceeds the percentage of taxes they are paying. Consequently the net benefit

they receive are negative in every case. Families with incomes between $5,000 and

$15,000 supply 60.6% of tax revenues applied to higher education. However, their

percentage of sectoralenrollments range from a high of 46.6% in the .community

colleges to a low of 32;9i in the independent sector. Furthermore, these

families comprisesliOtly over one-half (51.8%) bf the New Jersey population.

Therefbre, given the current tax sysiem, the marginal and total net ben6fil,

received by the $5,,000-15,000 income group can only be increased substantially

through a dramatic risenTtheir rate oftollege attendance relatve to that

of students from families with incomes above $15,000 and below $5.,000.

7Tuition elasticity refers to the change in demand for higher education,. i.e.
student enrollments, which result from a change in the price of higher education,

'i.e. tuition. .

36
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,.

Table 14 contains several illuminating figures which are discussliebriefly e"
,, . , vlin (

below. / /-/ f

1. The two /Nest *come groups are aided Most through subsidies,to the
,

commur4ty Colleges because roughly 44.0% of their students are enrolltd,' .

in that sector.

2. Families. with incomes between $5,000 and $15,000 fare worst from public

subsidies to independent institutions because'the differential between

the taxes they pay and. the percentage of benefits they receive is

greatest in this sector.

3. The majority of net benefits received by the $15,000=25,000 income

group accrue ft'om subsidies to the state colleges and Rutgers as

consequence'of their extremely high percentage of enrollments there,

33.8%,and 37.8% respectively.

,Student Aid. The procedure for calculating the net benefits from stu

aid programs is identical to that used for institutional ai.. Once again, the

associated cost and benefit distributions have been c' pletely specified and
_z

require only simple subtractions to determine net; benefit amounts. The distribution

of net state-student aid benefits shown in T

between data compiled in Tables 4 and 1

Net institutional aid beri49
16

ed4sey tax structure and 21 _the-r

15 is, therefore, the difference

/7
,

tliderit' on two41jor factors: 1) the New

participation rates of students. The former

remains as a factor in student al and the latter is Waced by the guidelines

and allocation procedures of ate financial aid prograrhs. Therefore, while net

benefits from institutio aid resulted in an irregular pattern.by declining

until the $10,000 f y income level and rising thereafter, the relatively

.0ogressive dis ibution of student aid dictates a somewhat different outcome.

Net student aid benefits in general are inversely related to family income,

particularly_on_a per family bais. Although families earning between $5,00 and

.3.7
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$7,500 constitute the only group moving from receipt of negative to posittve
"On

net benefit's, upon closer observation it is apparent thtat all four lower-income

groups gain relatively higher net benefits from student aid'than from institur

tional aid. This point becomes clear if the net'benefitsireceived by each group

and family listed in Table 15 are adjusted 'for the relative proportions of state

expenditures appropriated to institutional and'student aid, a 9 to 1 ratio at

present. Families with incomes above $15,000 receive negative net subsidies

from state student aid due to the small proportion of benefits they obtain'from,

such programs -.

Ilederal Programs

The correlation be*en income and net benefits is stronger for Federal

than state student-aid propams as shownin Table 16.

Table 16

`The Distribution of NetsFederal Student Sid Benefits

In Ere

$Q-2,999
$3,000-4,999
$5,000-7,499
$7,500,9,999
$10,000-14,999, .*

$15,000-24,999
$25,000 and Over'

t

" totg t Benefits

$ 5,552,000

3,497,000
3,446,000
2,298,000
-435,000

"-5,060,000

'9,852,000

L-,
The $7,500-10,000 income group reaps positive net benefits from Federal aid,

as opposed tu the negative net benefits they receive in the state student aid

distribution. Once again, the differential rates of taxation between Federal

and state sysifeI; can explain this discrepancy. Although the $7,500-10,000

income group contributes 17.2% of the state tax revenues, this group bears

/6
only 5.9% of the corresponding Fede 1 costs. This implies in marginal net torieflt

terms that for the net benefits ceived by. the $7,500-.10,000 families to be

39



greater than zero; they must secure a

of the Federal stude aid dollars

.2% of the state, but only 5.9%

$
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I 1

The rimary focus of tflis stu y is to analyze the equitability of current

sate Or grams suppont*g higher e ucation. Taxpayer equity was Afined at the'

/
o

I

tset a the distribution of hig r_education costs on the basis of ability to

-,

. p y and commensurate with the dis ribution of higher education subsidies.
---'

,Table 17 sunnarizes the net ffect on each income group of all state programs

considered in this study. Table 1,8 describes these state programs in terms of
../

heir net impact on families wit students in'each collegiate sector. The

i .

esults displayed in 'Table 17 in icate that income is being redistributed from

hose families with incomes bet en $5,000 and $45,000 to families earning above

15,000 and-below $5,000. In a..ition the largest net sibsdy per ecillImic unit,

4.92, is received by those f. ilies earning above $25,000 while the smallest

10,

1

4.4,

SUMMARY D CONCLUSIONS

4-

net subsidy) $37.89 er family, accrues to families with incomes betWeen

$7,500 and $10,000. It,is cleal that the receipt of net state aid benefits
I

is not contingent on a groins 4ility to pay and is therefore inequitab\le,

The regressive.nature of the New Jersey revenue-raising process which

demands a relatively high effective tax rate from Ale with low incomes and

receives the majority-of iti funds from, families between $5,000 '-and $15',000; has

beenidocumented in Table 7. The distribution of state subsidies does not provide

those with incomes between $5,000 and $15,000 monetary benefits equal to the amou ts

extracted, in taxes to support higher eduCation. In part then, the bene its * I

disbursed to the low and,higher income families are financed by monies c llected

from those in the middle. for those families earning between $4,000 and

- .
$15,000, the disproportionately high costs they are asked to bear, combined

with the smaller share of monetary benefits accruing to them, constitute

an obstacle to their participation in the system relatiie to other income groups

32
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in the population.

34
.

A major cause of these,inequities is the large percentage of state aid

appropriated to institutions. The distribution of net state student aid benefits

is more in line with the concept of equity defined in this report. However,

the impact of these student financial aid programs cannot overcome the combined

effects of a regressive tax st- ucture and the current distribution of institutional

subsidies to produce a system which is equitable in the aggregate.

Table 18'

Net State Aid Benefits Per Family With Student, By Sector.

Family
Income

Community
Colleges

State
Colleges Rutgers Independents

,$0=2,999 $856 $1846. $2958 $1118
S3,000-4,999 992 1757 2980 819

$5,000-7,499 638 1589 2662 729

,$7,500-9,999 487 1173 2390 39'6

$10,000-14,999 455 1305 2268 207

$15,000-24,999 428 1261 2204 -71

$25,000 and Over 422 1229 2141 7

The distribution of net state aid benefits and the factors influencing it

suggest several policy changes which might be considered at the state level

to produce a more equitable financing system.

1. Increase state student aid to students from families earning between

$5,000 and $15,00ft. Student aid funding would have to be increased and

much of the additional monies disbursed to students inAse income

groups. This strategy would constitute a concerted effort to counteract

the inequitable effects oi institutional aid.

2. Change the patterns of distributing state institutional aid. The

disproportionately high share of monetary benefits received by income

groups over $15,000 is caused'in part by their overrepresentation in

Rutgers and the state colleges, -and by the relatively large stAte
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subsidies granted these two sectors. A more uniform distribution of
ti

institutionat aid in the public sector would increase aid to the

community colleges and consequently the benefits to low and low middle'

income groups. The principle of like support to public institutions

for like students attempts to ope'ratiOnalize this change.

3. Alter the state tax structure to generate state funds in a more

progressive manner. The importance of the state tax structure to the

distribution of aggregate net benefits has been highlighted. It is

clear that the regressive nature of the state tax structure is the

major factor promoting inequity in the financing of post-secondat'y

education. This particular finding is supported by the analysis of

specific programs as well as the examination of the combined effects

of all programs.

Several conclusions necessarily emerge at this point.: First, in evaluating

a plan for financinghigher education, equity should be a concern. Second, the

Present system is inequitable and a change in the distribution Of costs of

supporting post-secondary education is protably the most efficient way of

promoting equity. Third, a gradual reduction,of institutional subsidy will

have a positive effect on the equitable distribution of net benefits.
( .
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The distribution of net benefits' depends on a combination of factors

influencing the allocation of both costs and benefits, including:

- The ratesat which students from different income groups participate

in each sector of-higher education.

- The'levels of state subsidies to institutions.

The level and allocation of state student financial aid.

I/

- The structure of the state tax system used to generate funds allocated

to higher education.

Shifts in state policies that would affect any one or more of these factors

would alter the distribution of net benefits. Evaluations of any distributiorial

changes may be performed within the framework developed here. Two popular

alternatives will be exploreii below illthough the number of possibilities is

endless.

The Impact of a Federal-Type Income Tax
. -

Over the last several years, NeWeeiey has been embroiled in a lengthy ,

debate on tax reform. Numerous proposals have been set forth and discussed, and

all have been rejected. The impact of the tax structure on the overall distribution

of net benefits has been demonstrAed and discussed throughout this piper. The

'alternatives for tax reform are limitless. The effect of any change adopted,

4wever, will most likely be to increase the progressivity of the current state

/tax system.

The staff chose to investigate the impact on higher education financeof

a New Jersey income tax modeled after the present Federal system. This could be'

administeredas a surcharge or otherwise but the effect on the distribution of

costs would be the same. In other words, the benefits side of the higher,

educati4 iedger will remain constant, while the percentage t)f taxes borne by

36
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.each group is changed' to that used.e rlier to evaluate Federal student aid

programs.

Table 19 lists the net state aid benefits combining the current distribu-

tion of state benefit with a Federal 'tax system.. These figures, are useful

fdr comparison with those in Ttble 17 in the summary section for state student

and institutional al programs. It is shOwp throdgh these two tables that all

,income groups and f mflies below $15,000 gain through the implementation of a

'Federal-type incom tax. Since the percentage of taxes borne by these groups

is reduced under an income tax, this result is to be expected. Families earning

between $7,50 and $10,000 show the largest gain in net benefit terms. Their relative

position shif s from that. of having the largest net outflow of benefits to

a net inflow foyer $9.6 million. The middle three income groups display

positive net benefits as opposed to their earlier negative status. Their

strong participation rates throughout the post-secondary system in conjunction

with their (reduced tax burden guarantee them a positive net subsidy. Finally,

it should be noted that the position of the two lowest income groups remains

relatively unchanged. This static position May result from the fact ,that even a

regressive tax system will not generate a large amount of public resources

because any percentage of a low number yields a low amount. In short, the

role of subsidizing postsecondary education mould shift from those with incomes

between $5,000 and $15,000, to families with annual incomes in excess of

$25,000 under this,type of revenue-raising approach.. .

Using.a Federal income tax system to distribute costs, Table 20

displays the net state aid benefits for all families with students in highdr

education. Table 20, in comparison with,Table 18, shows that.all families

earning less than $15,000 with hildren in college receive higher net benefits

under a Federal type income tax.
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Table 20

Net State Aid Benefits Per Family With.Student Using A Federal-Type_
Income'Tax, By Sector

Family

Income
Community.
Colleges

State

Colleges Rutgers Independents
'ea

$0-2,999 $ 861 $1851 $2963 ' $1123,

$3,000-4,999 1008 1174 2997 835',

$5,000-7,499 741 1635 2708 775

$7,500 -9,999 552 1439 2456 '
461

$10,000-14,999 493 1343 2 306 245'

$15,000-24,999 , 412 1245 2188 55_

S25,000 and Over -60 747 1658 -476

A Tuition Free Public System

Although the possibility of.a tuition free public system in New Jersey is

remote at best, many educators -and 'politicians nevertheless favor the idea. This

section briefly examines the immediate change in the distributiop of net benefits

which would result from state supported zerotuition at the community colleges,

state colleges and Rutgers. s

The effects of state student aid programs'are excluded here because it-is

impossible to forecast their composition under such a system. For comparative

ses institutional,aid to the independent sector' was held'constant at present

ls. Therefore, all the data laid out in the following pages are comparable

'that relatedo institutional aid under the current New Jersey financing

, 6

lyticalfiramework

lily terMined. The

.1

rei0 1914Overage tuition and
4

strategy.

Within the assumptions specified above and t

developed thus far, the effect of zero tuition

additional subsidies per student-citeebelow

fee charges per full-tile equivalent student. They ore con
/

support a tuition free. system.

Community Colleges $418 c,
State Colleges 667)---"

Rutgers 418

_Source: HEGIS Form 2300 -4, 1974

-- 4E3

d. necessary/to
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By applying these per student subsidies to current sector enrollments,

the additional amount of state institutional benefits is established. Once

thesertotaT benefits are specifi the analysis is reducedto distributing

these benefits and costs among t me groups and comParing the results.

Forfunately, this process can be circumvented due to the marginal net benefits

defined and computed earlier'. The marginal net benefit matrix in Table 14

allows the measurement of net impact of one (or more) additional subsidy amounts

to any or al14tectors.. Table 21 displays the net benefits of the additional

support necessary to implement, at the present timea zero tuition system for

undergraduates. Additional benefits required by sector and the marginal net

benefits of institutional aid are utilized.

As one might expect, the burden of subsidizing thiscsupplegental aid fall

to the $5,000-15,000 income group. the result Or ldritrifttitutional

aid benefits, in codjunction with the current regressive tax system and enroll-
,.

ment pattern, is to increase net tubsidies to the two highest and lowest groups,

at the expense of those in the middle.

D.
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z

IOlces of Edc,,dti,dnirRep.rs.wtation for%Full-Time Students Enrolled

HA JetseiTInstitutions By 'Sector

Annual

Income

thin $7,500

$7,500-11,999
$i2-,00u-14,999

5.:1),000-n,999

lor- than $21 ,000

Community State
Colleges Colleges Rutgers Independents Norm

.80*

1.03

1.11
1.24
.93

.57

1.02

1:22

1.48
.94

.49

.83

1.14

1.53

1.28/

.45 .55

/ .66 .88

.91 1.12

1.23 1.42

1.94 1.26_

20 9 of student enrollment in the Community College sector from
*.80 = - families with leSs than $7,500 in,(ncome

26.'3 of all families, with dependents aged 18-24 earning less
than $7,500

Source; "An Analysis of the Family Incomes of Full-Time Collegiate Students in
New Jersey", Commission on Financing Post-Secondary Educatii, Princeton,
New Jersey, September 1975.

Tdble a

Indices of Income Group Representation
far Students inNew Jersey Institutions by Sector,

400w

Family
Income

Less than $7,500
$7,500-11,999
$12,000-14,999

$15,999-20,999
than $21,000

Community State
Colleges Colleges

1.46* 1.04

1.18 1.16

.99 1.09

.88 1.05

.74 .74

Rutgers , .Independents

.88

.95,
1.02

1.08
1.02

.82

.75

87
1.54

23.7 % of students from families earning less than $7,500
.' -1.46 = = enrolled in Community Colleges

1.2' % of dll students enrolled in Community Colleges.

Source: "An Analysis of the Family Incomes of Full-Time Collegiate Students in
New Jersey."0.Commission on Financing Post-Secondary Education, Princeton,
New Jersey, September 1975.
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